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AN ACT relating to student financial assistance.

Be it enacted by the General Assembly of the Commonwealth of Kentucky:

Section 1.   KRS 164.740 is amended to read as follows:

As used in KRS 164.740 to 164.785, the terms listed below shall have the following meanings:

(1)
"Authority" means the Kentucky Higher Education Assistance Authority.

(2)
"Board" means the board of directors of the Kentucky Higher Education Assistance Authority.

(3)
"Business school" means any business school which is accredited by the Accrediting Commission for Independent Colleges and Schools[Association of Independent Colleges and Schools, the commission for business schools,] or any successor recognized by the United States Department of Education, and which provides a program of study leading to the granting of a postsecondary degree or diploma.

(4)
"College" means an institution governed by the board of regents of the Kentucky Community and Technical College System or any postsecondary educational institution of higher learning which is accredited by a[the Southern Association of Colleges and Schools, the commission on colleges, or any successor, or other equivalent] regional or national accrediting association recognized by the United States Department of Education, and which provides a program of study leading to the granting of a postsecondary degree,[ or] diploma, or certificate.

(5)
"Eligible institution" means any educational institution or class of institutions designated pursuant to the federal act or this chapter as eligible to participate in authority-administered programs, provided that no right of participation shall be deemed vested pursuant to this subsection in any institution, including, but not by way of limitation, any college, school of nursing, vocational school, or business school.

(6)
"Eligible lender" means any entity described as eligible pursuant to the federal act to make or originate insured student loans, provided that no right of participation shall be deemed vested hereby in any lender.

(7)
"Eligible student" means any student enrolled or accepted for enrollment at a participating institution, meeting the criteria established by the federal act and this chapter for the various authority administered programs.

(8)
"Endorser" means a person who signs a student loan promissory note as an accommodation party, in the manner of KRS 355.3-419, and is secondarily liable for payment on such note.

(9)
"Federal Act" means the Higher Education Act of 1965, Pub. L. 89-329, as amended.

(10)
"Grant" means a gift of money, tuition discount, waiver of tuition and fees, or other monetary award that requires neither employment nor repayment, except under conditions prescribed by the board, and is based on demonstrated financial need and such other terms and conditions as the board may prescribe.

(11)
"Honorary scholarship" means a certificate of merit or achievement or other appropriate document which may be issued by the board to students in recognition of superior academic ability or achievement or a special talent.

(12)
"Insured student loan" means a loan to an eligible borrower, who is qualified under the federal act, on which the payment of principal and interest is insured as evidenced by a loan guarantee issued by the authority and reinsured by the secretary under the federal act.

(13)
"Loan" means an advance of money, to be used exclusively for payment of educational expenses, evidenced by a promissory note or similar instrument requiring repayment under specified conditions.

(14)
"Loan guarantee" means the certificate, document, or endorsement issued by the authority as evidence of insurance of a loan as to both principal and interest and of reinsurance by the secretary under the federal act.

(15)
"Participating institution" means any eligible institution, to the extent that it offers an eligible program of study, having a contract in force with the authority, if required by the authority, on such terms as the authority may deem necessary or appropriate to the administration of its programs.

(16)
"Participating lender" means any eligible lender, including the authority and the Kentucky Higher Education Loan Corporation, which has in force a contract with the authority providing for loan guarantee to be issued by the authority under the federal act and this chapter.

(17)
"Penal institution" means any penitentiary, detention facility, adult correctional facility, jail, or other similar institution operated by the state, local, or federal government or by private business.

(18)
"Recognition award" means an advance of money to or on behalf of a student in recognition of superior academic ability, achievement or special talent.

(19)
"Regional accrediting association" means the Accrediting Commission for Senior Colleges and Universities, Commission on Colleges, Commission on Higher Education, Commission on Institutions of Higher Education, Higher Learning Commission, Middle States Association of Colleges and Schools, New England Association of Schools and Colleges, North Central Association of Colleges and Schools, Northwest Association of Schools and Colleges, Southern Association of Colleges and Schools, or Western Association of Schools and Colleges.
(20)
"Scholarship" means a gift of money to provide an incentive for fulfillment of a particular public purpose which may be based on financial need and superior academic ability or achievement or a special talent and such other terms and conditions as the board may prescribe.

(21)[(20)]
"School of nursing" means any training program in the field of nursing, including one regarding nurse aides, which is accredited by the Kentucky Board of Nursing Education and Nurse Registration, or any successor, and which provides a program of study leading to the granting of a postsecondary degree or diploma.

(22)[(21)]
"Secretary" means the United States Secretary of Education.

(23)[(22)]
"Vocational school" means[ any public vocational school, technical institution, or technology center which is managed and controlled by the board of regents for the Kentucky Community and Technical System and which provides a course of study leading to the granting of a postsecondary certificate or diploma, or] a vocational technical school accredited by the Accrediting Commission for Career Schools and Colleges of Technology or the Council on Occupational Education, or any successor, recognized by the United States Department of Education[national association of trade and technical schools , or any successor,] which provides a program of study leading to the granting of a postsecondary degree, diploma, or certificate.

(24)[(23)]
"Work study" means an award of money disbursed by the board at specified intervals to students, or as reimbursement to employers of students, who provide needed services for a specified number of hours in a capacity approved by the board.

Section 2.   KRS 164.785 is amended to read as follows:

(1)
The State of Kentucky shall grant an amount as provided in KRS 164.780 and this section to any applicant who meets the following qualifications:

(a)
Is a Kentucky resident as defined by the Kentucky Council on Postsecondary Education;

(b)
Has been accepted by or is enrolled as a full time student in a Kentucky independent college or university which is accredited by a regional or national accrediting association recognized by the United States Department of Education[the Southern Association of Colleges and Schools] and whose institutional programs are not comprised solely of a sectarian instruction. An otherwise eligible student having a disability defined by Title II of the Americans with Disabilities Act (42 U.S.C. secs. 12131 et seq.), certified by a licensed physician to be unable to attend the eligible program of study full-time because of the disability may also qualify under this paragraph;

(c)
Is not enrolled in a program of study leading to a degree in theology, divinity, or religious education; and

(d)
Has not previously attended college or university for more than seven (7) semesters or the equivalent.

(2)
The amount of the tuition grant to be paid to a student each semester, or appropriate academic term, shall be determined by the Kentucky Higher Education Assistance Authority.

(3)
The maximum amount shall not exceed fifty percent (50%) of the average state appropriation per full-time equivalent student enrolled in all public institutions of higher education. Such tuition grants are to be calculated annually by the Kentucky Higher Education Assistance Authority.

(4)
The need of each applicant shall be determined by acceptable need analysis such as the parents' confidential statement of the college scholarship service, and such other analyses as the authority may determine, subject to the approval by the United States Secretary of Education.

(5)
An adjustment shall be made in the tuition grant of any student awarded a scholarship from any other source provided the combination of grants and awards exceeds the calculated need of the student.

Section 3.   KRS 164.753 is amended to read as follows:

(1)
In the instance of loans, the rules and regulations adopted by the board may include, but not be limited to, those which:

(a)
Are necessary to qualify the authority as an insured lender under the Higher Education Act of 1965, as amended;

(b)
Require that loans be made only to those eligible students who are unable to secure comparable loans from private lenders; and

(c)
Are necessary to qualify the authority as a lender under the Public Health Service Act, as amended.

(2)
In the instance of insured student loans and loan guarantees, the rules and regulations adopted by the board shall include, but not be limited to, those which are necessary to qualify the authority to insure loans under the federal act, as amended, and following such qualification to issue loan guarantees to participating lenders on any loans advanced by such lenders to eligible students attending or planning to attend any participating institution[, except that the total amount of all insured student loans that may be guaranteed by the authority shall not at any time exceed fifteen (15) times the loan guarantee fund balance. In determining the total amount of insured student loans that may be guaranteed by the authority, there shall be excluded from the computation of required loan guarantee fund balances eighty percent (80%) of the amount of insured student loans which are reinsured with the United States or any agency thereof pursuant to the federal act].

(3)
In the instance of scholarships, except scholarships provided pursuant to KRS 164.518, the rules and regulations adopted by the board shall include, but not be limited to, those which:

(a)
Specify ways in which superior academic achievement or ability or special talents will be identified and measured;

(b)
Ensure that the amount of scholarship to a student attending or planning to attend a participating institution will not exceed the financial need of the student as determined in accordance with paragraph (f) of this subsection, or the maximum scholarship as established by the board, whichever is less;

(c)
Restrict scholarships to persons who are classified as resident students under the rules and regulations of the Council on Postsecondary Education and are not planning to enroll or are not enrolled in a program of study leading to a certificate, diploma or degree in theology, divinity or religious education;

(d)
Ensure that scholarships are awarded only to eligible students who have applied for such federal, state, or institutional student financial assistance programs as the authority may require;

(e)
Ensure that scholarships are awarded only to eligible students who are planning to enroll, accepted for enrollment, or are enrolled as full-time students in a participating institution; and

(f)
Ensure, by such needs analysis as the authority may require, that the person is in need of the assistance in order to enroll in or complete an eligible program of study as defined by the board.

(4)
In the instance of grants, the rules and regulations adopted by the board shall include, but not be limited to, those which:

(a)
Ensure that the amount of a grant to a student will not exceed the financial need of the student as determined in accordance with paragraph (e) of this subsection or the maximum grant as established by the board, whichever is less;

(b)
Restrict grants to persons who are classified as resident students under the rules and regulations of the Council on Postsecondary Education and are not planning to enroll or are not enrolled in a program of study leading to a certificate, diploma, or degree in theology, divinity, or religious education;

(c)
Ensure that grants are awarded only to eligible students who have applied for such federal, state, or institutional student financial assistance programs as the authority may require;

(d)
Ensure that grants are awarded only to eligible students who are planning to enroll, accepted for enrollment, or are enrolled as full-time students in a participating institution; and

(e)
Ensure, by such needs analysis as the authority may require, that grants be made only to students who have insufficient financial resources to enroll in or complete an eligible program of study as defined by the board.

(5)
Funds appropriated to the financial assistance program established by KRS 164.780 and 164.785 shall be administered by the board in accordance with the provisions of KRS 164.780 and 164.785.

(6)
In the instance of work-study payments, rules and regulations adopted by the board shall include, but not be limited to, those which require that:

(a)
The employment opportunity available for the student will not interfere with the student's normal progress toward a degree, diploma, or certificate;

(b)
Contracts to promote increased employment opportunities for eligible students will not result in the displacement of employed workers or impair existing contracts for services; and

(c)
The work-study payment will not exceed the financial need of the student or the maximum payment as established by the board, whichever is less.

Section 4.   KRS 164.7891 is amended to read as follows:

(1)
It is the intent of the General Assembly to establish a scholarship program to provide eligible Kentucky students the opportunity to attend an accredited osteopathic school of medicine located in the Commonwealth and become certified practitioners rendering medical service in the Commonwealth.

(2)
The Kentucky Higher Education Assistance Authority may award scholarships, to the extent funds are available for that purpose, to persons who declare an intent to become osteopaths and practice in the Commonwealth and who are eligible under subsection (4) of this section.

(3)
The authority may award scholarships to students who meet the following criteria:

(a)
Kentucky residents who are United States citizens as determined by the institution in accordance with criteria established by the Council on Postsecondary Education for the purposes of admission and tuition assessment;

(b)
Students who are enrolled or accepted for enrollment in an eligible program of study accredited by the Bureau of Professional Education of the American Osteopathy Association or its successor, on a full-time basis, or eligible students who have a disability defined by Title II of the Americans with Disabilities Act, 42 U.S.C. secs. 12131 et seq., certified by a licensed physician to be unable to attend the eligible program of study full-time because of the disability;

(c)
Students who agree to render one (1) year of qualified service in the Commonwealth for each year the scholarship was awarded. "Qualified service" means a full-time practice in the Commonwealth of Kentucky as a licensed doctor of osteopathy for a majority of the calendar year in the fields of family practice, general practice, general internal medicine, general pediatrics, general obstetrics, or gynecology, except that an individual having a disability defined by Title II of the Americans with Disabilities Act, 42 U.S.C. secs. 12131 et seq., whose disability, certified by another licensed physician, prevents him or her from practicing full-time, shall be deemed to perform qualified service by practicing the maximum time permitted by the attending physician; and

(d)
Students who sign a promissory note as evidence of the scholarship awarded and the obligation to repay the scholarship amount or render medical service as agreed in lieu of payment.

(4)
The amount of the scholarship awarded to an eligible student by the authority shall be equal to the difference between:

(a)
The average of the prevailing amount charged for in-state tuition at the University of Kentucky School of Medicine and the University of Louisville School of Medicine; and

(b)
The prevailing amount charged for tuition at the osteopathic school of medicine in which the student is enrolled.

(5)
The authority shall require a promissory note to be executed by the student as evidence of the obligation. The recipient shall render one (1) year of qualified service for each year the scholarship was awarded. Upon completion of each year of qualified service, the authority shall cancel the appropriate number of promissory notes. Promissory notes shall be canceled by qualified service in the order in which the promissory notes were executed. Service credit shall not include residency service. In the event a recipient fails to complete an eligible program of study, or fails to render qualified medical service as a primary care physician as agreed in subsection (3) of this section, the recipient shall be liable for the total repayment of the sum of all outstanding promissory notes and accrued interest[amount of the scholarship awarded].

(6)
A scholarship shall not be awarded or a promissory note cancellation shall not be granted to any person who is in default on any obligation to the authority under any program administered by the authority under KRS 164.740 to 164.785 until financial obligations to the authority are satisfied, except that ineligibility for this reason may be waived by the authority for cause.

(7)
A repayment obligation imposed by this section shall not be voidable by reason of the age of the recipient at the time of executing the promissory note.

(8)
Failure to meet repayment obligations imposed by this section shall be cause for the revocation of the scholarship recipient's license to practice medicine, subject to the procedures set forth in KRS Chapter 311.

(9)
Notwithstanding KRS 164.753(3), the authority shall establish by administrative regulation or the terms of promissory note procedures for the administration of this program, including the execution of appropriate contracts and promissory notes, cancellation of the obligation, the rate of repayment and deferment of repayment of outstanding debt, and the priority of awarding scholarships if funds are insufficient to honor all requests.

(10)
Notwithstanding any other statute to the contrary, the maximum interest rate applicable to repayment of a promissory note under this section shall be twelve percent (12%) per annum, except that if a judgment is rendered to recover payment, the judgment shall bear interest at the rate of five percent (5%) greater than the rate actually charged on the promissory note.

(11)
(a)
The "Osteopathic Medicine Scholarship Program" is hereby created as a special trust fund in the State Treasury administered by the Kentucky Higher Education Assistance Authority for the purpose of providing funds for scholarships to eligible students studying osteopathic medicine in schools in the Commonwealth.

(b)
Funding shall be transferred to the special trust fund from the coal severance tax revenues levied under KRS 143.020 in an amount that permits each Kentucky resident eligible under subsection (3) of this section to be awarded a scholarship in the amount established under subsection (4) of this section. No more than four percent (4%) of the coal severance tax revenues levied under KRS 143.020 and collected annually shall be transferred to the trust fund. To the extent this appropriation and other funds are available, the authority shall award scholarships to all renewal applicants and eligible students in accordance with the formula for determining the amount of the scholarship award established in this section.

(c)
The trust fund may also receive state appropriations, gifts, and grants from public and private sources, and federal funds. Any unallotted or unencumbered balances in the trust fund shall be invested as provided in KRS 42.500(9). Income earned from the investments shall be credited to the trust fund. Any fund balance at the close of the fiscal year shall not lapse but shall be carried forward to the next fiscal year and continuously appropriated only for the purposes specified in this section. A general statement that all continuing appropriations are repealed, discontinued, or suspended shall not operate to repeal, discontinue, or suspend this fund or to repeal this section.

(12)
On or before August 1 of each year, sixty-five percent (65%) of the amount of funding provided in subsection (11)(b) of this section shall be transferred to the special trust fund and the remaining thirty-five percent (35%) shall be transferred on or before December 1 of each year. The revenue transfers shall be based upon the revenue estimates prevailing at the time each transfer is due.

(13)
The calculation and transfer of funds under subsection (11) of this section shall be made only after the quarterly installment of the annual nineteen million dollars ($19,000,000) allocation of coal severance tax revenues has been credited to the benefit reserve fund within the Workers' Compensation Funding Commission as required by KRS 342.122.

Section 5.   KRS 164A.350 is amended to read as follows:

For all purposes of Kentucky law, the following shall be applicable:

(1)
The trust shall exercise ownership of all contributions made under any participation agreement and all interest derived from the investment of the contributions made by the participant up to the date of utilization for payment of higher education costs for the beneficiary. All contributions made under any participant agreement and interest derived from the investment of the contributions made by the participant shall be deemed to be held in trust for the benefit of the beneficiary;

(2)
Any participant may cancel a participation agreement at any time, and terminate the trust's ownership rights thereby created in whole or in part, by delivering an instrument in writing signed and delivered to the program administrator or his designee. In the event the participation agreement is terminated in part, the trust shall retain ownership of all contributions made under the participation agreement not previously expended for the higher education costs of the beneficiary and not returned to the participant. The participant shall retain a reversionary right to receive upon termination the actual market value of the participant's account at the time of the cancellation, including interest, except that the participant may[shall] be required to pay a penalty upon the interest that has been credited to the participant's account in accordance with subsection (8) of this section;

(3)
Any participant may cancel a participation agreement and shall be permitted to transfer funds to the Commonwealth postsecondary education prepaid tuition trust fund established in KRS 164A.701, and in compliance with administrative regulations promulgated by the board for the savings plan trust;[.]
(4)
If the beneficiary graduates from an institution of higher education, and a balance remains in the participant's account, then the program administrator shall pay the balance to the participant, except that the participant may[shall] be required to pay a penalty upon the interest that has been credited to the participant's account in accordance with subsection (8) of this section;

(5)
The institution of higher education shall obtain ownership of the distributions made from the participant's account for the higher education costs paid to the institution at the time each payment is made to the institution;

(6)
Any amounts received by the trust pursuant to the Kentucky Educational Savings Plan Trust which are not listed in this section shall be owned by the trust;

(7)
A participant may transfer the participant's rights to another eligible participant, including, but not limited to, a gift of the participant's rights to a minor beneficiary pursuant to KRS Chapter 385, except that, notwithstanding KRS 385.202(1), the transfer shall be affected and the property distributed in accordance with administrative regulations promulgated by the board or the terms of the participation agreement;

(8)
Notwithstanding any other law to the contrary, if any earnings on contributions are refunded due to cancellation of the participation agreement by the participant or nondistribution of the funds for payment of the beneficiary's higher education costs, the board shall charge a penalty to the participant against the earnings on contributions. No penalty shall be charged when a refund is made due to:

(a)
The death, permanent disability, or mental incapacity of the beneficiary; or

(b)
The beneficiary's receipt of a scholarship, an educational assistance allowance under Chapters 30, 31, 32, 34, or 35 of Title 38, United States Code, or a payment exempt from income taxation by any law of the United States, other than a gift, bequest, devise, or inheritance within the meaning of Section 102(a) of the Internal Revenue Code, 26 U.S.C. sec. 102(a), for educational expenses, or attributable to attendance at an institution of higher education, to the extent that the amount refunded does not exceed the amount of the scholarship, allowance, or payment; and

(9)
Notwithstanding any other provision of law to the contrary, contributions and earnings on contributions held by the trust shall be exempt from levy of execution, attachment, garnishment, distress for rent, or fee bill by a creditor of the participant or the beneficiary. No interest of the participant or beneficiary in the trust shall be pledged or otherwise encumbered as security for a debt.

Section 6.   KRS 164A.370 is amended to read as follows:

The property of the trust and its income from operations shall be exempt from all taxation by the Commonwealth of Kentucky or any of its political subdivisions. Investment income earned on contributions paid by any participant and used for higher education costs defined in KRS 164A.305(6)[(7)] or refunded under KRS 164A.350(8)[(7)](a) or 164A.350(8)[(7)](b) shall not be subject to Kentucky income tax by either a participant or any beneficiary of a participation agreement, the purposes for which the investment income was accrued being deemed and declared to be entirely public in nature. Earnings that are not used for higher education costs as defined in KRS 164A.305(7) and are refunded shall be subject to Kentucky income tax, except for earnings refunded pursuant to KRS 164A.350(8)[(7)](a) and 164A.350(8)[(7)](b).

SECTION 7.   A NEW SECTION OF KRS CHAPTER 41 IS CREATED TO READ AS FOLLOWS:

As used in Sections 7 and 8 of this Act, unless the context requires otherwise:

(1)
"Commonwealth individual development account" means an account established with a financial institution by an eligible individual or household with funds that may be matched upon withdrawal for a qualified purpose with funds from a pooled account;

(2)
"Eligible individual" means an adult member of a household whose gross income does not exceed two hundred percent (200%) of the federal poverty level;

(3)
"Eligible household" means two (2) or more adult members of a household whose gross income does not exceed two hundred percent (200%) of the federal poverty level;

(4)
"Emergency withdrawal" means a withdrawal from a Commonwealth individual development account by an eligible individual that:

(a)
Is a withdrawal of only those funds, or a portion of those funds, deposited by the individual in the Commonwealth individual development account;

(b)
Is permitted by a qualified administering agency; and

(c)
Is made for:

1.
Expenses for medical care or necessary to obtain medical care for the eligible individual or spouse or dependents of the eligible individual;

2.
Payments necessary to prevent the eviction of the eligible individual from the eligible individual's residence, or foreclosure on the mortgage for the principal residence of the eligible individual; or

3.
Payments necessary to enable the eligible individual to meet necessary living expenses following loss of employment;
(5)
"Financial institution" means a bank, trust company, savings institution, or credit union chartered and supervised under state or federal law;

(6)
"Pooled account" means an account established with a financial institution by a qualified administering agency to:

(a)
Match funds withdrawn from a Commonwealth individual development account and directly paid or electronically transferred to the unrelated third party to whom the amount is due for a qualified purpose; and

(b)
Fund the costs incurred in the administration of the program to the extent allowed by subsection (7) of Section 8 of this Act;
(7)
"Program" means the Commonwealth Individual Development Account Program established by the Office of the Kentucky Housing Corporation;

(8)
"Qualified administering agency" means a public or nonprofit organization that will serve as an intermediary between an individual account holder and a financial institution holding account funds; and

(9)
"Qualified purpose" means one (1) or more of the following expenses directly paid or electronically transferred to the unrelated third party to whom the amount is due from funds in a Commonwealth individual development account and pooled account: postsecondary educational expenses, first home purchase costs, business capitalization expenditures, home renovation expenses, home computer expenses, or automobile purchase and repair expenses.

SECTION 8.   A NEW SECTION OF KRS CHAPTER 41 IS CREATED TO READ AS FOLLOWS:

(1)
There is hereby established within the Kentucky Housing Corporation a program to be known as the Commonwealth Individual Development Account Program. The program shall encourage an eligible individual or eligible household to establish a Commonwealth individual development account to be used for a qualified purpose.

(2)
The Kentucky Housing Corporation shall enter into contracts with qualified administering agencies in accordance with the provisions of this section. A qualified administering agency may enter into a contract with the Kentucky Housing Corporation by applying to the Kentucky Housing Corporation to participate in the Commonwealth individual development account program in accordance with this section and Section 7 of this Act. The application shall be on a form prescribed by the Kentucky Housing Corporation which shall contain the qualified administering agency's proposal and any other information as the Kentucky Housing Corporation may require. The Kentucky Housing Corporation shall evaluate applications and award contracts based upon the qualified administering agency's capacity to:

(a)
Provide program recruitment;

(b)
Provide financial skills-building training and counseling, including the capacity to establish and administer a financial education program required by subsection (8) of this section and approved by the Kentucky Housing Corporation;

(c)
Develop partnerships with financial institutions;

(d)
Leverage additional matching and operating funds and manage pooled accounts; and

(e)
Manage and evaluate overall program operations.
(3)
(a)
An eligible individual may submit an application to open a Commonwealth individual development account to a qualified administering agency in accordance with this section. An eligible individual shall enter into a Commonwealth individual development account agreement with the qualified administering agency. The qualified administering agency shall be responsible for coordinating arrangements between the individual and a financial institution to open the individual's Commonwealth individual development account.

(b)
An eligible individual or household shall not receive more than two thousand dollars ($2,000) in matching funds in a calendar year and the total matching funds received by a Commonwealth individual development account during its existence shall not exceed ten thousand dollars ($10,000).
(4)
(a)
Funds in a Commonwealth individual development account shall only be withdrawn for a qualified purpose or for an emergency withdrawal.

(b)
Funds in a Commonwealth individual development account and pooled account withdrawn for a qualified purpose shall be directly paid or electronically transferred to the unrelated third party to whom the amount is due.
(5)
(a)
Income from funds deposited in a Commonwealth individual development account and withdrawn for a qualified purpose shall be excluded from adjusted gross income as provided in Section 10 of this Act.
(b)
Income from funds withdrawn from a pooled account for a qualified purpose shall be excluded from adjusted gross income as provided in Section 10 of this Act.

(6)
Any individual, business, organization, or other entity may contribute matching funds to a qualified administering agency. The funds shall be designated to the qualified administering agency to allocate according to its match rate. Funds deposited in a pooled account may be eligible for a tax credit against income taxes imposed by KRS Chapter 141 as allowed by Section 9 of this Act.
(7)
A qualified administering agency shall not use more than fifteen percent (15%) of all funds in a pooled account for administrative costs of the program. Administrative costs means expenses of the agency directly related to administering the Commonwealth Individual Development Account Program and shall include costs of soliciting matching funds, administering a financial education program, counseling individuals who establish Commonwealth individual development accounts, and conducting activities to verify the eligibility of individuals. Funds deposited in a Commonwealth individual development account by an eligible individual or household shall not be used for administrative costs.

(8)
A qualified administering agency shall establish an appropriate financial education program for Commonwealth individual development account participants. The financial education program may be completed prior to or simultaneously with the establishment of a Commonwealth individual development account. The financial education program must be completed prior to the withdrawal of funds from the pooled account. The financial education program costs shall be considered a cost of operating the Commonwealth Individual Development Account Program.
(9)
The Kentucky Housing Corporation shall promulgate administrative regulations in accordance with KRS Chapter 13A as necessary to implement and administer the provisions of this section and Section 7 of this Act.
SECTION 9.   A NEW SECTION OF KRS CHAPTER 141 IS CREATED TO READ AS FOLLOWS:

(1)
For taxable years beginning on or after January 1, 2004, funds deposited in a pooled account established in accordance with Sections 7 and 8 of this Act may be eligible for a tax credit against income taxes imposed by KRS Chapter 141 in an amount equal to twenty-five percent (25%) of the amount contributed during a calendar year to the pooled account. The amount contributed to the pooled account shall not be allowed as a deduction in computing the taxpayer's net income, in any taxable year, under subsections (11) or (13) of Section 10 of this Act.
(2)
The amount of the credit that may be used by a taxpayer for a taxable year shall not exceed the lesser of ten thousand dollars ($10,000) or the amount of individual or corporate income tax otherwise due. 
(3)
Any unused credit may be carried over for a maximum of three (3) years up to a total tax credit allowed in the amount of ten thousand dollars ($10,000).
(4)
(a)
To claim the benefits under this subsection, a taxpayer shall notify the qualified administering agency that the taxpayer intends to make a contribution and the amount of the contribution.
(b)
The qualified administering agency shall then notify the Kentucky Housing Corporation and request a certification from the Kentucky Housing Corporation certifying the amount of the tax credit to which the taxpayer is entitled.
(c)
The qualified administering agency shall deliver the certification to the taxpayer upon receipt of the contribution.
(d)
A taxpayer shall file the certificate with the taxpayer's income tax return for the first year in which the taxpayer claims a tax credit under this section.
(5)
The total amount of tax credits certified under this section per taxable year may not exceed one million dollars ($1,000,000).
(6)
The Revenue Cabinet shall promulgate any administrative regulations necessary to carry out the provisions of this section.
Section 10.   KRS 141.010 is amended to read as follows:

As used in this chapter, unless the context requires otherwise:

(1)
"Secretary" means the secretary of revenue;

(2)
"Cabinet" means the Revenue Cabinet;

(3)
"Internal Revenue Code" means the Internal Revenue Code in effect on December 31, 1999, exclusive of any amendments made subsequent to that date, other than amendments that extend provisions in effect on December 31, 1999, that would otherwise terminate, and as modified by KRS 141.0101;

(4)
"Dependent" means those persons defined as dependents in the Internal Revenue Code;

(5)
"Fiduciary" means "fiduciary" as defined in Section 7701(a)(6) of the Internal Revenue Code;

(6)
"Fiscal year" means "fiscal year" as defined in Section 7701(a)(24) of the Internal Revenue Code;

(7)
"Individual" means a natural person;

(8)
For taxable years beginning on or after January 1, 1974, "federal income tax" means the amount of federal income tax actually paid or accrued for the taxable year on taxable income as defined in Section 63 of the Internal Revenue Code, and taxed under the provisions of this chapter, minus any federal tax credits actually utilized by the taxpayer;

(9)
"Gross income" in the case of taxpayers other than corporations means "gross income" as defined in Section 61 of the Internal Revenue Code;

(10)
"Adjusted gross income" in the case of taxpayers other than corporations means gross income as defined in subsection (9) of this section minus the deductions allowed individuals by Section 62 of the Internal Revenue Code and as modified by KRS 141.0101 and adjusted as follows, except that deductions shall be limited to amounts allocable to income subject to taxation under the provisions of this chapter, and except that nothing in this chapter shall be construed to permit the same item to be deducted more than once:

(a)
Exclude income that is exempt from state taxation by the Kentucky Constitution and the Constitution and statutory laws of the United States and Kentucky;

(b)
Exclude income from supplemental annuities provided by the Railroad Retirement Act of 1937 as amended and which are subject to federal income tax by Public Law 89-699;

(c)
Include interest income derived from obligations of sister states and political subdivisions thereof;

(d)
Exclude employee pension contributions picked up as provided for in KRS 6.505, 16.545, 21.360, 61.560, 65.155, 67A.320, 67A.510, 78.610, and 161.540 upon a ruling by the Internal Revenue Service or the federal courts that these contributions shall not be included as gross income until such time as the contributions are distributed or made available to the employee;

(e)
Exclude Social Security and railroad retirement benefits subject to federal income tax;

(f)
Include, for taxable years ending before January 1, 1991, all overpayments of federal income tax refunded or credited for taxable years;

(g)
Deduct, for taxable years ending before January 1, 1991, federal income tax paid for taxable years ending before January 1, 1990;

(h)
Exclude any money received because of a settlement or judgment in a lawsuit brought against a manufacturer or distributor of "Agent Orange" for damages resulting from exposure to Agent Orange by a member or veteran of the Armed Forces of the United States or any dependent of such person who served in Vietnam;

(i)
1.
Exclude the applicable amount of total distributions from pension plans, annuity contracts, profit-sharing plans, retirement plans, or employee savings plans.

2.
The "applicable amount" shall be:

a.
Twenty-five percent (25%), but not more than six thousand two hundred fifty dollars ($6,250), for taxable years beginning after December 31, 1994, and before January 1, 1996;

b.
Fifty percent (50%), but not more than twelve thousand five hundred dollars ($12,500), for taxable years beginning after December 31, 1995, and before January 1, 1997;

c.
Seventy-five percent (75%), but not more than eighteen thousand seven hundred fifty dollars ($18,750), for taxable years beginning after December 31, 1996, and before January 1, 1998; and

d.
One hundred percent (100%), but not more than thirty-five thousand dollars ($35,000), for taxable years beginning after December 31, 1997.

3.
As used in this paragraph:

a.
"Distributions" includes, but is not limited to, any lump-sum distribution from pension or profit-sharing plans qualifying for the income tax averaging provisions of Section 402 of the Internal Revenue Code; any distribution from an individual retirement account as defined in Section 408 of the Internal Revenue Code; and any disability pension distribution;

b.
"Annuity contract" has the same meaning as set forth in Section 1035 of the Internal Revenue Code; and

c.
"Pension plans, profit-sharing plans, retirement plans, or employee savings plans" means any trust or other entity created or organized under a written retirement plan and forming part of a stock bonus, pension, or profit-sharing plan of a public or private employer for the exclusive benefit of employees or their beneficiaries and includes plans qualified or unqualified under Section 401 of the Internal Revenue Code and individual retirement accounts as defined in Section 408 of the Internal Revenue Code;

(j)
1.
a.
Exclude the distributive share of a shareholder's net income from an S corporation subject to the franchise tax imposed under KRS 136.505 or the capital stock tax imposed under KRS 136.300; and

b.
Exclude the portion of the distributive share of a shareholder's net income from an S corporation related to a qualified subchapter S subsidiary subject to the franchise tax imposed under KRS 136.505 or the capital stock tax imposed under KRS 136.300.

2.
The shareholder's basis of stock held in a S corporation where the S corporation or its qualified subchapter S subsidiary is subject to the franchise tax imposed under KRS 136.505 or the capital stock tax imposed under KRS 136.300 shall be the same as the basis for federal income tax purposes;

(k)
Exclude for taxable years beginning after December 31, 1998, to the extent not already excluded from gross income, any amounts paid for health insurance which constitutes medical care coverage for the taxpayer, the taxpayer's spouse, and dependents during the taxable year. Any amounts paid by the taxpayer for health insurance that are excluded pursuant to this paragraph shall not be allowed as a deduction in computing the taxpayer's net income under subsection (11) of this section;

(l)
Exclude income received for services performed as a precinct worker for election training or for working at election booths in state, county, and local primary, regular, or special elections;

(m)
Exclude any amount paid during the taxable year for insurance for long-term care as defined in KRS 304.14-600;

(n)
Exclude any capital gains income attributable to property taken by eminent domain;

(o)
Exclude any amount received by a producer of tobacco or a tobacco quota owner from the multistate settlement with the tobacco industry, known as the Master Settlement Agreement, signed on November 22, 1998;

(p)
Exclude any amount received from the secondary settlement fund, referred to as "Phase II," established by tobacco companies to compensate tobacco farmers and quota owners for anticipated financial losses caused by the national tobacco settlement;[ and]
(q)
Exclude any amount received from funds of the Commodity Credit Corporation for the Tobacco Loss Assistance Program as a result of a reduction in the quantity of tobacco quota allotted; and

(r)
Exclude any interest or dividends earned on amounts deposited in a Commonwealth individual development account or pooled account established under Sections 7 and 8 of this Act and withdrawn for a qualified purpose as provided under Sections 7 and 8 of this Act;
(11)
"Net income" in the case of taxpayers other than corporations means adjusted gross income as defined in subsection (10) of this section, minus the standard deduction allowed by KRS 141.081, or, at the option of the taxpayer, minus the deduction allowed by KRS 141.0202 and minus all the deductions allowed individuals by Chapter 1 of the Internal Revenue Code as modified by KRS 141.0101 except those listed below, except that deductions shall be limited to amounts allocable to income subject to taxation under the provisions of this chapter and that nothing in this chapter shall be construed to permit the same item to be deducted more than once:

(a)
Any deduction allowed by the Internal Revenue Code for state taxes measured by gross or net income, except that such taxes paid to foreign countries may be deducted;

(b)
Any deduction allowed by the Internal Revenue Code for amounts allowable under KRS 140.090(1)(h) in calculating the value of the distributive shares of the estate of a decedent, unless there is filed with the income return a statement that such deduction has not been claimed under KRS 140.090(1)(h);

(c)
The deduction for personal exemptions allowed under Section 151 of the Internal Revenue Code and any other deductions in lieu thereof; and

(d)
Any deduction for amounts paid to any club, organization, or establishment which has been determined by the courts or an agency established by the General Assembly and charged with enforcing the civil rights laws of the Commonwealth, not to afford full and equal membership and full and equal enjoyment of its goods, services, facilities, privileges, advantages, or accommodations to any person because of race, color, religion, national origin, or sex, except nothing shall be construed to deny a deduction for amounts paid to any religious or denominational club, group, or establishment or any organization operated solely for charitable or educational purposes which restricts membership to persons of the same religion or denomination in order to promote the religious principles for which it is established and maintained;

(12)
"Gross income," in the case of corporations, means "gross income" as defined in Section 61 of the Internal Revenue Code and as modified by KRS 141.0101 and adjusted as follows:

(a)
Exclude income that is exempt from state taxation by the Kentucky Constitution and the Constitution and statutory laws of the United States;

(b)
Exclude all dividend income received after December 31, 1969;

(c)
Include interest income derived from obligations of sister states and political subdivisions thereof;

(d)
Exclude fifty percent (50%) of gross income derived from any disposal of coal covered by Section 631(c) of the Internal Revenue Code if the corporation does not claim any deduction for percentage depletion, or for expenditures attributable to the making and administering of the contract under which such disposition occurs or to the preservation of the economic interests retained under such contract;

(e)
Include in the gross income of lessors income tax payments made by lessees to lessors, under the provisions of Section 110 of the Internal Revenue Code, and exclude such payments from the gross income of lessees;

(f)
Include the amount calculated under KRS 141.205;

(g)
Ignore the provisions of Section 281 of the Internal Revenue Code in computing gross income;

(h)
Exclude income from "safe harbor leases" (Section 168(f)(8) of the Internal Revenue Code);

(i)
Exclude any amount received by a producer of tobacco or a tobacco quota owner from the multistate settlement with the tobacco industry, known as the Master Settlement Agreement, signed on November 22, 1998;

(j)
Exclude any amount received from the secondary settlement fund, referred to as "Phase II," established by tobacco companies to compensate tobacco farmers and quota owners for anticipated financial losses caused by the national tobacco settlement; and

(k)
Exclude any amount received from funds of the Commodity Credit Corporation for the Tobacco Loss Assistance Program as a result of a reduction in the quantity of tobacco quota allotted;

(13)
"Net income," in the case of corporations, means "gross income" as defined in subsection (12) of this section minus the deduction allowed by KRS 141.0202 and minus all the deductions from gross income allowed corporations by Chapter 1 of the Internal Revenue Code and as modified by KRS 141.0101, except the following:

(a)
Any deduction for a state tax which is computed, in whole or in part, by reference to gross or net income and which is paid or accrued to any state of the United States, the District of Columbia, the Commonwealth of Puerto Rico, any territory or possession of the United States, or to any foreign country or political subdivision thereof;

(b)
The deductions contained in Sections 243, 244, 245, and 247 of the Internal Revenue Code;

(c)
The provisions of Section 281 of the Internal Revenue Code shall be ignored in computing net income;

(d)
Any deduction directly or indirectly allocable to income which is either exempt from taxation or otherwise not taxed under the provisions of this chapter, and nothing in this chapter shall be construed to permit the same item to be deducted more than once;

(e)
Exclude expenses related to "safe harbor leases" (Section 168(f)(8) of the Internal Revenue Code); and

(f)
Any deduction for amounts paid to any club, organization, or establishment which has been determined by the courts or an agency established by the General Assembly and charged with enforcing the civil rights laws of the Commonwealth, not to afford full and equal membership and full and equal enjoyment of its goods, services, facilities, privileges, advantages, or accommodations to any person because of race, color, religion, national origin, or sex, except nothing shall be construed to deny a deduction for amounts paid to any religious or denominational club, group, or establishment or any organization operated solely for charitable or educational purposes which restricts membership to persons of the same religion or denomination in order to promote the religious principles for which it is established and maintained;

(14)
(a)
"Taxable net income," in the case of corporations having property or payroll only in this state, means "net income" as defined in subsection (13) of this section;

(b)
"Taxable net income," in the case of corporations having property or payroll both within and without this state means "net income" as defined in subsection (13) of this section and as allocated and apportioned under KRS 141.120;

(c)
"Property" means either real property or tangible personal property which is either owned or leased. "Payroll" means compensation paid to one (1) or more individuals, as described in KRS 141.120(8)(b). Property and payroll are deemed to be entirely within this state if all other states are prohibited by Public Law 86-272, as it existed on December 31, 1975, from enforcing income tax jurisdiction;

(d)
"Taxable net income" in the case of homeowners' associations as defined in Section 528(c) of the Internal Revenue Code, means "taxable income" as defined in Section 528(d) of the Internal Revenue Code. Notwithstanding the provisions of subsection (3) of this section, the Internal Revenue Code sections referred to in this paragraph shall be those code sections in effect for the applicable tax year; and

(e)
"Taxable net income" in the case of a corporation that meets the requirements established under Section 856 of the Internal Revenue Code to be a real estate investment trust, means "real estate investment trust taxable income" as defined in Section 857(b)(2) of the Internal Revenue Code;

(15)
"Person" means "person" as defined in Section 7701(a)(1) of the Internal Revenue Code;

(16)
"Taxable year" means the calendar year or fiscal year ending during such calendar year, upon the basis of which net income is computed, and in the case of a return made for a fractional part of a year under the provisions of this chapter or under regulations prescribed by the secretary, "taxable year" means the period for which such return is made;

(17)
"Resident" means an individual domiciled within this state or an individual who is not domiciled in this state, but maintains a place of abode in this state and spends in the aggregate more than one hundred eighty-three (183) days of the taxable year in this state;

(18)
"Nonresident" means any individual not a resident of this state;

(19)
"Employer" means "employer" as defined in Section 3401(d) of the Internal Revenue Code;

(20)
"Employee" means "employee" as defined in Section 3401(c) of the Internal Revenue Code;

(21)
"Number of withholding exemptions claimed" means the number of withholding exemptions claimed in a withholding exemption certificate in effect under KRS 141.325, except that if no such certificate is in effect, the number of withholding exemptions claimed shall be considered to be zero;

(22)
"Wages" means "wages" as defined in Section 3401(a) of the Internal Revenue Code and includes other income subject to withholding as provided in Section 3401(f) and Section 3402(k), (o), (p), (q), and (s) of the Internal Revenue Code;

(23)
"Payroll period" means "payroll period" as defined in Section 3401(b) of the Internal Revenue Code;

(24)
"Corporations" means "corporations" as defined in Section 7701(a)(3) of the Internal Revenue Code;

(25)
"S corporations" means "S corporations" as defined in Section 1361(a) of the Internal Revenue Code. Stockholders of a corporation qualifying as an "S corporation" under this chapter may elect to treat such qualification as an initial qualification under Subchapter S of the Internal Revenue Code Sections.

Section 11.   KRS 141.0205 is amended to read as follows:

If a taxpayer is entitled to more than one (1) of the tax credits allowed against the tax imposed by KRS 141.020 or 141.040, the priority of application and use of the credits shall be determined as follows:

(1)
The nonrefundable credits against the tax imposed by KRS 141.020 shall be taken in the following order:

(a)
The individual credits permitted by KRS 141.020(3);

(b)
The economic development credits computed under KRS 141.347, 141.400, 141.403, 141.407, and 154.12-2088;

(c)
The health insurance credit permitted by KRS 141.062;

(d)
The tax paid to other states credit permitted by KRS 141.070;

(e)
The credit for hiring the unemployed permitted by KRS 141.065;

(f)
The recycling or composting equipment credit permitted by KRS 141.390;

(g)
The tax credit for cash contributions in investment funds permitted by KRS 154.20-263;

(h)
The tax credit for contributions to the Commonwealth Individual Development Account Program pooled account permitted by Section 9 of this Act;
(i)
The low income credit permitted by KRS 141.066;

(j)[(i)]
The household and dependent care credit permitted by KRS 141.067; and

(k)[(j)]
The coal incentive credit permitted under KRS 141.0405.

(2)
After the application of the nonrefundable credits in subsection (1) of this section, the refundable credits against the tax imposed by KRS 141.020 shall be taken in the following order:

(a)
The individual withholding tax credit permitted by KRS 141.350; and

(b)
The individual estimated tax payment credit permitted by KRS 141.305.

(3)
The nonrefundable credits against the tax imposed by KRS 141.040 shall be taken in the following order:

(a)
The economic development credits computed under KRS 141.347, 141.400, 141.403, 141.407, and 154.12-2088;

(b)
The health insurance credit permitted by KRS 141.062;

(c)
The unemployment credit permitted by KRS 141.065;

(d)
The recycling or composting equipment credit permitted by KRS 141.390;

(e)
The coal conversion credit permitted by KRS 141.041;

(f)
The enterprise zone credit permitted by KRS 154.45-090;

(g)
The tax credit for cash contributions to investment funds permitted by KRS 154.20-263;[ and]
(h)
The coal incentive credit permitted under KRS 141.0405; and

(i)
The tax credit for contributions to the Commonwealth Individual Development Account Program pooled account permitted by Section 9 of this Act.

(4)
After the application of the nonrefundable credits in subsection (3) of this section, the refundable corporation estimated tax payment credit permitted by KRS 141.044 shall be allowed as a credit against the tax imposed by KRS 141.040.
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